By Murray F. Foss and Lois E. Holmes ¢

Trend of Inventories in the
Mobilization Period

FROM the middle of inst year to the end of February
1951 the book wvalue of monufocturers’, wholesnlers’ and
yetailers’ inventories bos expanded by approximately ﬁlf‘l:ﬁ
hillion or 19 percent, te a totol of almost 385 billion. Mu
of this inerense is a raflection of the shiarp rige in prices which
developed almost immediotely after the outh of hostili-
tles. (gluae to one-third of the rise in boolt value represents

physical sccumulation; ihis constitutes & =izable advancs
and has brought the veel volume of inventories in the first
quarter to the highest ppint om record.
Tha recent expansion morks the third time in & litie over
10 yews thet the economy hos witnessed o rapid and sub-
. stantinl rise in its business stocles. This may be seen in
chart 1, which showe the net ¢change in the physienl volums
of nonfarm joventories valued at prices current during the
Foor or quarker. .
The fist expansionary wave—f{rom 1940 to 1942—lika
the present was influenced in leE»BH fears of shortages and
ospects of higher prices, It stibsided not long after Pearl
lla-iar or and gave way, in the 3 yenrs which followed, to scme
decurnulntion, as a result of wmtime restiictions. The
gecond—irom 1046 to 1948—whish begun a8 o correction
of the deplated status of inventories after the end of tha wm
appavently ovareached itself in the latter paxt of 1948 rad
was foilowed by & marked decrense in inventorias in 1949,

Chart 1.—Change in Nonfarm Business Inventories
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Although some similoritios can be noted betwean the
present build-up in inventorics and the emtier ncoumulations,
it 15 quite clear that economie conditions today are different
in important vespeets from thosa prevailing earlisr, In the
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. and certain nondurab)

period premdigf World War 11, for example, thers wars atill
substantiol, il diminishing, smounts of idle resources avail-
oble, which lessened the inflationary impact of the increased
investment in inventories. Prior to %orea the seonom
was operating at a postwar peak with comparatively little
slock, 8o shat the riss in inventories hos already had signi
cant mflntionary affests,

The purpase of thiz articls is to review movemonts in
inventories sinca Koren both in broad gutline and in some in-
duetry detail, and to relate these developmants to the changes
in the over-all economic aituation in the past f 0 % montha.

Summary

Fé]]];nwing are tha major points brought out in the present
acticle:

{1} Although boock values havs increnssd steadily since
lnst July, physical accumulntion did not begin until the finsl

uarter of 1050, This change to accumulation has necounted
%r a subatantial part of the iInerense in total production eince
last, fall. ‘The attempts that were made to build up stocks
in the third qunrter and the acbun! incrense since then have
coniributed morkedly to tha rise in prices.

(2) Despite the large rise in stocks, aggregate husiness
nventories ot present do nob appenr sxcezsve guaged by
pust relationships of inventories znd sales in peccetive
years. Howover, thare is considernble varintion in tha pre-
agnt status of inventories by brasd and detailed industry
divisions nnd in soma lines inventaries are high,

{8} In manufacturing, stocks of durable goods producers
appear low relative to soles compared to most years sines
1539 axeept for the war years. Stocks of primary motal
producers sesm relatively lower thon those of metal fsbri-
cators. In nonduroble manufacturing, the relntively high
inventories in the textile and appsrel fields siand out in
contrast to the comparatively low inventoriea in the patro-
]eu[i:;. :ﬂ;}_}"fr, Ghm“te ;:ﬂnls and t]_::;_:var industyies, vt bigh

e IOveNtOries appanr s0Mewan it
relntion to aﬁa, but pot unduly 20. Relatively high inven-
tories are especially noticenbls in the onse of apparel, general
merchandias stores, specific types of home furnisbings nnd
building materis azd hardwore declers.

{6 At wholosala, inventovies of durable goods do not ap- -
penr ¢xecessiva in terms of snles volume; stocks are comparo-

‘i‘”}g heavy in nondurables, sspecinlly in apporel dry
goods lines,

{8} As the year progresses and activity increases businesy-
men will prggubly attempt to sdd fm-&e.r to their overall
inventories in the absence of new contiols. In certain im-
portani nrens, nntablf; metol nnd metal products industries-

: fields divectly affected by the defonse
program, businesseen may be expocted lo tﬁum increrse
ther stocks even more than 2oles will rise, although supply
limitations will interfere with &his p . However, in
other erens in tha near [uture—particotarly at retail—Ehere
S'm:.r bef?i:_nq sl:g;t—tagm Hmaﬁan. Thera is ﬂienm

ence of this in the spring * * now going on in the

merchandiss field. prce BomE
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{7} Whila total stocks are not genorally exeessive if meas-
ured by past norms of inventories to sales, further nccumu-
lation . the aggregate would edd to inflationary pressures,
which will ba augmented by the riss of Government sxpendi-
tures during the rest of the year as well as by the inerense in
putinys for private productive facilities.! T UNNCCCSaaTy
inventory acenmulation would also moke move diffienlt thoe
solution of the moterials and monpower problems associnted
with the mebiligntion program. perience during Werld
War IT has indicated that when necessary, an extremely
high level of activity can be supported by 8 relatively low
volume of inventories.

Stocks higher in oll major lines

At the end of Juns 1050, the book value of manuafaciurmg
and trade invantories totaled approximotely 354 billion;
of this smount manufacturers held 53¢ hillion, wholesalers
$9.5 billion, ond retnilers $14.7 billion. By the end of
Februory, the latest date for which statistica are nvailable,
monufacturers’ stocks were up by #5.6 billion, while whole-
sale nnd retoil inventories were up by $1.7 billion and $3.1
billion, tively; pereentagewime the incresses sgince
Junc have been roughly equal.  Totol business inventories
incrensed $2.2 hillich me(él:m third quarter of 1080, $5.2
hifiion in the final quarter snd $3.1 billion in the first 2 menths
of this year, (See tabla 1.}

When prices are taken inte sccouni, it would sppear that
somewhat aver two-thirda of the riss sines Juns has reflected
higher replacement coste. Moreover, it can be seen from

shart 1 that in physical term= ventories decreesed during
the third guarter but have increased substantizlly since
lnst fall. The actual dscrease during the third gquarier

accurred nt all levels axcept rotnil, whers stocks rose in apits
of the heavy wave of consumer buying leat sumwmar.

Table 1.=—=Book Valuze of Invenmtories, Soasonelly Adjusted, br
Industry, and Porcent Chonge, Sclceted Po s Juoe 1953 to
Tate

[Ivantedze In billaes of dollags]
=
Rapk wulue, and of maoth Parcémt ofinmes
Tnd Joné | Hept. | DD i Boapl.~ | Tt~ | Tome=
. e, une- -
% | 1060 | i06a | WSt P | Bept.| Doc | Feb,
b 1T [R————— ] Ed | SLe| ot | 4d0] 402400 +104

Mpnulwcinriny - WA Wyl ML) ¥4 1 Ill.l i <187

e __........ 14,0 1] 1681 W7 E T 121 T I]ﬂ.E
Nosdersble. ..... 1 8.5 183 18D T ki k4 (L

Whekunby, ___.oeomiaiannaa BE L¥| 0.8 1.2 442 1 ¥ II."-'.!
Dortddo.  .vimimemeea| A 21 4.4 LE| =81 [kl [ L2
Mondorobl, . cv.cemarans| B2 o T2 Ti| 457 450425 | 404

[ TTT | [ I | I 58] %80 108|408 FLE )] HILL
Do, caeecacere-a--| B0 LR 0.a g0 t&ﬂ +11.8 | 444 iﬂ!
Mondorob ceeereniaa--| 1 naj] L] 190 V| ld| e [I'N.]
* Prallminary,

Boureee 1. 8, Dapueiment of Oomawstes, Hilfles of Buainas Eopdioobes,

Relationship to rise in total production

Changes in grose natianal product according to its major
somponents are ilustrated i chart 2 in order to indicnie
how the resent inventory uhnnE;ea 2ra relnted to the chanpes
i over-pll economic nctiviby.? The deto are in terms of

sansonnlly adjusted annual ratss,

! F‘E: A dsumlon of proapeclive plant awd sqolpmeat qutl paty Ll BomweET, 1.
2 T'hy bks dudEIllnl :M‘rlqﬁ in ﬁ.mnmrr inveatment ﬁm“.’i Eren Lnvanlarks, E’l‘ﬂh
hos ey & togllelble offcal o U neoninrm photong (ae the pevlads dhown,
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Chart 2—Gross National Product: Change Eetweon
Second and Third and Third ond Fourth Quarters of
LU
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The chart points to consumer buying es the primary
seurca of expensien betwesn the second and third quartors;
in faet, the rise in consumer purchaess wos somewhnt greoter
than the total increnss in currens output. This does not
moan thnt conaumer buying was the enly factor in the expan-
sion, however. The Government program, stemming [rom
the hostilities in Korea, wae a major influence in stimulating
business and eonsumer domand, even though actual Govern-
ment expenditures did not riee appreciably.  Fixed business
investment underwent a sharp upswing,  Businessmen also
triad to add to their inventorics, but the data show that their
initial atternpis were defentod by the strong upsuige in
consumer demond.

The changes in the final r&unrter emphagize the sxpan-
sionary force of business purchasing, reflected in the inven.
tory incrense, Of the $18 billion advance jn grosa netional
product, thres-fourths was attributabls bo the changed in-
vestent patterns in inventeries, Fundrmentolly, this
changeover to inventory necuniulation beceme possible only
sfter the rate of consumer buying had subsided & little.

The rate of nccomulntion alackened somewhat in the first
quarter of 1951 but was still of considerable magnitude.

Relation of Government expenditures

The relationship betwoen Geovernment ex
business investment in inventories in a
raquiras some further elaboration. It is clear, of coumrse,
thet a large military involves o building up of raw
mabtorinls and goods-in-process prior to delivery of finished
output and anbzpquent payment by the Governmeont.
mventory investment tukes place, however, which doea not

nditures snd
riod like the present
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appear in the business necounts, Accumulation of inven-
tarica by the Government, like ndditions to the stockpile of
criticel materinls, or materials owned by the Government
but processed by manufasturars, is ineluded in Governmont
cxpenditures. It should be noted olso that where Govern-
ment payments are made against partially completed work,
stacks held by business for use in Government contraets ars
listed a8 rocetvables rather than inventory, These con-
tiderptions have resulted in zome understptoment of the
rise in business inventotics since Koren; they wers much
more important during Wold War I1.

Bank credit important in inventory rise

1t 13 not the purpose of the present srticle to discuss the
financing of the cwrrent inventory expansion but it is im-

rtant to note that much of the addition to stocks has been
inanced by bank borrowing. Alithough direct data on in-
ventory fineneing are not svailabls, it hos heent a mejor
Inetor in the rise of commerrial and indusiviol loans in com-
meorcial banlks, smounting to sbout $5 billion in thie lost
helf of 1950 and an additions]l billisn in the fivst quarter of
1851. Short term bank leans to United States corporalions,
chovacteristionlly nn important souree of invenfory finnne-
ing, sre cztimated to have incressed $3 billion betwaeen
June and December of lest yesr; this compares with an
eetimated 364 billion increasa n the book value of corporate
inventoriez over the same period. Sorae of the increase in
lank loans bns been used, of courss, to finance the incrense in
other asscts besides inventorios.

Readily availabla bank credit undoubtedly facilitated the
rise in inventories, hut busginess has had other souwrees of
actusl and potentinl investment funds. Dusiness firms have
boen in o ln%hly liquid eondition for some time and conld use
internsl funds to finance profitable investment opportunitics.
Altemnti‘vul{ businoss eould have gone o the capital markets
for needed funds, tappiug idle funds of investors. While
interest rates have risen o litila, this should be no substantinl
deterront (o bhond finaneing with profits rising sharply.
Stock flotations could also hove Leen exponded if this eholce
scemed desirable to corporate management; so far it Las
nat, to any eonsiderable extent, even thongh the etoek market
has advanced markedly in Uie past 8 months.

Manufacturers’ Inventories

The setiing for the post-Eoren inventory expension—the
fivat half of 1B80—was a period of marjted reeovery, notnbly
in durabla goods, which brought industris]l production to a

gebovor high in the second quarter of the year. Manau-
goturers were in the process of hnlsteriniaii]mlr invontory
sitions, especially raw moterials, which been worked
own considerably during most of 1949, However, pro-
ducers’ inventories at mid-year 1950 stood ebout $2%
billion below the high mark early in 1048, though sbout half
this drop roprosontad & temporvarily lower prico level.

The ehanges in the valus of manufacturers’ stocks since
June are summarized in inlde 1. Relotive changes as be-
tween durable and nondurable goods have been about the
gume—19 and 17 percent, respectively. The table points
ot the small chenges in stocks in the third quartor and the
sizeable advences which hove accuirsd since Seplember.
Btocks of finished poods held by manofastorers in February
were ghout the same ns they were in Jung, but obviously
lower in physicnl terms in view of the priea rise. Wurklg
stocks—raw materials and goods-in-process— hove expand
considerably sinee June. %oma inerease in working sioeks
did occur i the summer months but not enough o offset
premammeed declines in finizhed goods inventories.  Since then
the rise m worling stocks hns been quite pronounced and has
boen augmanted by addilions la finmhed goods,
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" Appraising the inventory position

The problem of sppmising the corrent position of inven-
tories gon be appr in 8 number of ways, none of which
iz entirely satisfoctory. The first npproach used here
attempts to show how manuafecturers have adjusted their
inventories to shanging business sonditions in the past, and
then evaluates the recent changes in stocks in Lhis fighs.
There is ne implication, it should be added, thai the con-
tinuation of ¢ normal inventory policy by manufacturars
iz a desirable one for minimizing inflatio pressiures ad
satisfying the vequiremants of the mobilization program.

The process of inventory adjustment in manufacturing
industry aa a whols was deseribed in & SURYEY article 2 years
ogo in some detail snd iz reviewed hore D:Il.].}ﬂbl.‘i.ﬂﬂj’.h In

aneral it wos found that the lavel of inventoriss tended to
nnza much more moderately than sales and thot severnl
months elapsed before manufacturera brought their stocks
in line with & chanped volume of sales.  Anoelysis revealed
thnt during the period 1826-40 the lng in adjusting stocks
{0 sales ﬂvera.iad approximately € months; it was somewhat
longer in durnble goods and & littls shortar in nondurables.

Theare are & number of reasons for the !u%tlmu_gh it is not
possible to aralunte them gquantitatively. Fist is the lnpsa
of time involved betwern the placement of the order with the
supplier and it veceipt in inventory. Maoreover, under
ordinmy circumstances producers do nob immedi,mtuai}r reaok
to an increase in sales becanse they are uncertain ns to how
long tha viga will eontinue. Ooly ofter they feel some
assurance that the advance is not temporary will thoy place
orders to replemish depleted stocks.

Price expoctations alse hove some effect on invanﬁurjr
management, particularly when the price outlook is frivly
definite, as it was last summer.

Chart & comparee the results of a corrolation between
manufactoring inventories snd salea with actual
inventories at tha end of ench quarter. It is clear that in the
period between 1926 and 1240 the values of inventories
enlcnlnted from the regrossion and the actunl wolues wore in
elose correspondence.

Totel manufacturing inventories in line

When actual invenbories in the recent period are com
to the volues obtained by projecting the 1926-40 relationship
to the present, it m&]i}:nm that manufaciuring inventories ab
the beginning of year were gbout in Iine with what
would be expected from & comtinuation of the prewar
relationship.

It is difficuit to determine the extent to which factors
nonmally goverting inventory management change under
conditiens like those provailing in the sccand hall of 1050,
On the one hand, the element of uncertninty about the future -
course—ar &t least dircetion—of total business activity wes
shaont last summer to & grenter extent thon vaval, The
sharg upturn in new ovders and sales and {he quick reaction
of prices last summer, espociolly in primary moriets, indicate
thal. producers 28 & whole lost little time in nttamg.ing ta
gtock up. However, the physical difficultiez In obtaining
goods may alzs hove beet more pronounced becauso the
CCONOILY Wi upam:ll';hg at an extromoly high rote 2nd back-
Iogs were substantial. As noted eorlisr, moreover, the
pressure of final demand was extrumelg' lmwi. It wes only
with the easing of demond pressuce from the midsammer
peak that manefacturers were sble to expand their stocks.

A continustion into 1351 of the relationship shown in
ehari 2 would imply n further zizable expnnsion of stocks in

1Y Quirent Inventory Dovelopments, " SUNEEY, ARl HHE
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Chart J.~Manofacturers’ Inventories: Actual and Colculated
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the months shead. Stotistically this is boenuse the cal-
culated volue of inventories at the end of 1950 is based on
sccond quarter 1950 sales, which were substantially lower
than they nre curtently. . Additional aceumulation of mon-
ufncturers’ stocks is likely to occwr, but will be conditioned
by a number of factors, discussed later.

Stack-sales ratios

A socond epproach o the : _
sfforded by & comparison of stock-seles ratios, stocks being
related to current rather than past sales. In thiz analysie
curTent stock-sales ratios will ba comparad with ratios over
the past decads, with particulir emphasie on the postear
peried. With menufacturing, this use of the more recent

a8 o bagis for comparison pives somewhst differenc
regultz from the praviously dissussed repression analysis
which iz bosed on the sxperisnee between the tero orld
¥Wars, The results, bowever, do noi differ seriowsly and
emphngia on the mere recent period ia believed to give o mors
apgmpriat.a frams of reference. ]
. tocl-enles ratios exhibit considerabla cyclical variability
in manufacturing. They generally fall aa sales ncreasa, for
exnmple, at lenst in ¢ha early stapes of an uptirn.  Sinee
produrcers probebly desire 10 maintain & fairly constent per-
centoge between working stocks and output, the inverse
movamant of the ratio at such & time reflacts Ehe diffipulties
in & quick inven cdinstment. Nevertheless, even though
n low ratio in a given period of hiph sales volume may not
necessarily represent what buginessmen hova tried to achisve,
it doed indicate tho levael of sales it was possibie to sustain
with & given laval of inventories. For goods-in-process in
meyy industries technologieal considerations alea tend to en-
foree a roughly constant ratio to sales. Om the other hand,
manufzcturers—with certain exceptions—do not ordinerily
try to incrense finishad goods stocks proportionately with &
riga in output, s¢ that for this reason alons tha aggregate
stock-snles rotic would tend o Iall with & salea rise,

praieal of inventories is

- tho same as thoss in 1947 and the first part of 1948,

Valustion problems impesc o ferther difficolty in ths
interprotation of stock-sales relations based on book volues,
For example, the LIFQ mathod—which covars mlm smnll
fraction of manvfacturing inventories but which has been
goining in importance in resent years—tends to give the
ratioe o dewnward bine on g rising markat sinca it values
inventories st prices which pravailed aé soma time in the past,
while sales reflect current prices.* _ ]

Ansther problem arizes bacnose of the possible changs in
the product mix. Finolly, foo much importance should not
be attoched to the stock-sales ratio in any particulsr month
becausa of the passibili:ir of sreatic behavior, particulacly
in snlea. Al of these quulificntions clearly aifcet, but ara not
l]:::e}ieve& to esaviously distord, the broad resulls discussed

nlow.

Manufacturing ratio not high

For manufacturing as & whole, cmrent stocl-sales ratioa
do not appenr high, 25 may be seen hy releronce to table 2.
The ratio of 1.54 for Fehroary 1951 may be comparved with
a ratio of approximaetely 1.7 in 1947 and 1948, Only in the
1943-45 period, when stocks ware unusually low relative to
snles, ware the stock-sales ratios lower. :

There are, however, diferences as botwesn dovrable and
nondurable industries. For durable goods as a whole tha
ratios in January and Fabrusiy were lowor than in any yvear
gince 1938 except for the 1943-45 peried. With nondar-
obles, on the other hond, the ratios early in 19561 were %Foﬂ'llt

8
cmrrent retlos are quslified to take sccount of the downward
bias imaplicit in the LIFQ methed and the inverse behavior
ordinarily expocted with higher activity, tha durable ratio
would still appenr low but the nondwrable ratio might ba
a little high compared with 1947 and the first part of 1048,

1 A navisr Hea in thomiloa mo: W mnterlwls poicml Geid Uo De oo senilve
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¥ of drilein] mennigtoens’ iovaolories by st g of RDren k.
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Toble 2—Ratio of Mahuwictorors® Inven tarkes to Sales, by Indugtry, 193% to Date
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Stock-sales ratios by stage of fabrication

In swite of the larpe ndditions which have beon made to
working stocks there is no indication in over-nll terms thot
inventorics eppenr high relative to sales. Indeed, in
comparison with postwar years these ratice appear some-
what low in the case of durnble goods. .
Table 3 presents ratios of inventories by stage of fabri-
cation to mlea, in durable wnd nondurable gmrcF; manufac-
turing, for selected periods mince the fivst quarter of 1946.
In the first quorter of 1948, & period when industeial activity
was high and mozt of the wartime deficit in invantories hed
made up, tow moterials stocks and goods-in-process in
durable goods manufacturing were 1.4 times average monthly

Table 3. —Retic to Sales; Mook YValue of Manufaeturerg® Inventorics
by Stoge of Fabrieolion,! Selected Periodls, 1946 o Date
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sales, ne azainst & rotio of 1.2 in Februney of this year. In
nondurables there is comparntively littls difference beiween
the two periods. ]

Stocks of finished goods relative to sales in durable goods
indusiries were low compored to previous postwar years
though the inverse behavior of this ratic should be kept in
mind. They wera even somswhet below the ratio in early
1947, o pertod when supplies of finished goods stocks woie
etill guite deplated. On the ¢ther hond, the current ratio
in nondurable Eand& wns above tha low Tetio of enrly 1947
but not much different from the sarly 1848 figure, It me;
ho racallad from entlior Svovey oarticles that storting wi
the summer of 1948 there was zokne involuntary accumulation
of finished stocks in cerbain soft goods industriss.

Durable goods manufacturing

Among individunl durable goods indvstries there was con-
siderahle uniformity in the behavior of stocks and sales in the
firat montha following the outbrenk of the fighting last Juns.
The heavy volume of orders in midsuomer boosted sales
shwply and coused a prencunced drop in finished goods in-
ventories. Since only a smabl rize in working stocks was
possible in such o short time, stock-sales rntios wera ai o low
peint for the year nnd were cither below, or not much higher
than their wnrtime lavels.

Low stocks in basic metals

Since summer, inoreases in stocks have been substantial.
It is interesting b note, however, that the primary iron and
steol nonferrous metal industries have inorensed their inven-
tories only G percent since last September, in contrast to the
24t percent rise In Inbricating motal industrios {including

inery, transporiation equipment, and aotemobiles).
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This differential behavior i due to & wvariety of reasons.*
Tirst, it is important to note that immediately befors Kores,
there was relatively Little slnck in the primary industries as
gompared with the fabricating end. Consequenily, work in
process has risen much more in the latter industizes then a
the formor.

In addition, the Government stockpiling program has cut
hesvily into finished stocks of nenferrous metal smelters and
refiners,  Finally, difficultios in a rapid stepping-up of mine

radustion, imports and scrap supphies hove limited tho rise
in row moterialz stocks in primary industries, while
Governmant orders for sitareft, tapks elo, have beomn
reflactad in a sharp stepup of working inventories in trans-
portation equipment industries.

Thus, stock-sales ratios in the iron and stes] industries
early in 1951 were little changed from the Jow point of inst
Augusi. Nonferrous metol ratios were not different
although they were higher than during the war. In spite of
the inventory rise in the fabrication mdusiries, stock-sales
ratioa ware genarally below postwar levels bus higher than
they weare during tho wer yesrs.

Nondurable manufacturing

The chief difference in the behavior of the atock-sales
ratica batween dursblea and nondurables since Kores has
been due fundamentally to the differentiz] change in sales.
While the duroble goods sales mmintsined their npward
movement between the third and fourth guartera becauss
of the underlying strength from mounting defense outlays
end private capital expenditures, nondurabla sales edgad
off from the high third quazter rate. The sales drop waa
quite general, occurring in all industries axeept paper and
petrolenm, sad emphnsizes the uuﬁmipatory natare of the
third quarter buying in this nrea. In the meantime the
henvy orders that werae placed by manufacturers in July and
Aungust were being filled, so thad stock-sales ratics around
the and of 1950 laoked sernewat high in o number of nreas.
This eituntion wns only moderately changed by the improve-
ment in sales early in 1051, - .

Mixad trends are apparent when individual industries are
examined. Thoe early 1951 stock-sales ratios in rubher,
pewolewn, chemicals nod :ap-u- ware low cempnred with
other years since 1841, including the war period. By woy
of conirnst the Fehmﬂs?r ratio in apparel was 46 a
peole and in textile mill products wos not much
relatively high ratio in 1940,

Further planned accumulation likely in
manufacturing

It ehould be clasr that & substantial increass in manufoc-
turing inventories has alveady occurred which, nevertheless
enrnot be ju exeassive for totol manufpchuring viewed
in the light of past relntions to sales. Moresver, 16 scerms
likell{sthnt. in many industries further attempis to increasa
stooks ave in prospect though the gwvailability of supplics,
Government inventory restrictions, the freeze on prices, and
the reaction of banks to the presans high value o stoeks in
soms linas will tond to limid the extent of such advances,

Producers will continue to attempt building up raw ke~
reils because, in a number of importsnt heavy goods lines
Emfwlﬂmir such stocks are low relativa to the vehume of

usiness, The desire to improve these stocks is probably
unusually strong under ?msant. and prospective conditions
of short suppliss. Backlogs of orders for future delivery,
which were slready substontinl sven befora Koren, bave
dicaton: HoRbtets tho SHarogill ch O L P cart 80000 47 enly Doas f o diiereson

i limlvod dete an alna] stoole and oonaampllon lam) ta Uk T
wndltloa ulinvmwﬂgm priary mm?l gesorally

stwar
w the
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been inerensing stendily relative to sales in the past 9 months.
Moveover, the full impact of the mobilization program +will
raquire further building up of both raw materisla and goods-
in-prosess inveniories.

& is more difficult to foresee what will happen to finished
goods.  Although some drop in clothing, textile ond certain
CONSUMEr n.iplin.nae gtocks may oceur g2 a resuit of intens
tionelly working off inventories this spring, it i= quits likely
that later this yoor rising consumer incomes will give o
further impatus toward inventory accumulation which,
however, will ba limited in bard linca by availability of
supplics,

Low stock-sales ratio in World War II

It is interesting to note thet duning World Wer Il monu-
facturers were able to sustain an extramely high rote of pro-
fduation with 8 comperativaly low volume of inventories.
Between the end of 1841 and the end of 1048, which was
the high pomt for manufacturing inventories, the physicel
volume of manufacturers’ stocks rose by less thon 15 percent
while manufacturing produetion incressed by approximaiely
40 pereent; the differontial movement was even mors pro-
nounced in durablae Fnudx, The fernqml shortnge of moterials
kcpt inventovies relatively low but ié was possible to main-
tain o high production rate becauss contrels over suppiies
end prices focilitoted 2 mare orderly How of metorinls,  As
of the prosent time soms mventory Limitations hove besn
inetitubed, but they are not pearly 9o restiictive as the
World War IT controls,

Retail Inventories

Although ratpilers have ex
weven by coneumers, retail atocks hove nonetheless ad vanee
2] percenb since lost June,  About fwo-thirds of tho $2.1
billion icresse reflects highor roplecoment costs.  The per-
centoge change in durnble goods stores has been slig]l;t.ly
largar shon in nondurable siores.

riencad twoe heawy bu

Evaluating retail inventories

The historieal bebavior of retail stocks and enles indicates
thot retnilers, like manndacturers, hove choracteriaticolly
ndjusted their stocks to changga in sales only after & number
of moniths have elapeed. HRetail stock-sales ratios also
generally move inversely with chunges in activity.”

A number of statistically safisfnctory rolationships batwesn
rebail atocks and d snlas can be obiained from historical
data i1:;1‘:&1:-1: to World War IT, but the projection of these rela-
tionships to the postwar peéried, espocinlly the most recent
Fonrs, gives varied results, depending on the form of the
relationship.! Ennsequonti , in the appraisal of current in-
ventories, altention is divectsd exclusively to the date on
stock-3ales ratios, .

At relail thore iz particulardy renson for mplofring
88 o frame of referenes the stock-seles ratios in the Jater
posivar period (prior to Korea) rather than thoss in prewag
years. ‘This bacomes elear by axemination of chart £, wihich
shows thot the stock-sales ratios in the postwer period bave
consistenily run bolow those in prewar years.

Thera are & number of reasens for this although it iz not
poszible to segregate the seporate sffects of ench.” The sup.
ply situntion, except for certain durable lines, was not a
significant foclor after the bopinning of 1048, Of major im-

1 It maoy bonoded that oo pul'lwhgumbdnmthna nifepting ratnll buvontaces avs moak dlaely

pelated to thass sMuetivg the fntskod 8 inventerios of momoiotarers,
" Chy of Wi AliSoultbee welth, the rotall sorrelndlomn b that theru |8 o promoonoosd dosonvweard
ey kil dlloeumse ] bedow, Din Ehe mitho of stocks to suice in che lakerwnre perbod.  T1 s ot
o irtugibeny Ceo Boroes iniing] ylog this tand howe e el beoogombe ta tha same oitunt
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poriance was the long-term downward trend in the relation-
ship betweon stocks pud sales.” There is ne reason to be-
lieve that thia trend, which reflacta in:gamv&d inventory
manngemant, Lhns not persisted, slthough to what extent
canoot be determined. In addition, retail sales volume has
been much higher tlan it was prewer and, as past experience
has siuppesied, stocks hove not been inereased relatively as
much as sales,

Movements in retail inventories

In Lhe first half of 1950 retoil saies were moving upwurd,
especislly in the second quarter, under the influenee of 1ising
incemes.  Hetailers ware making modaraie additions to their
stocks but the period wes one of generally fulling stock-anles
Falioms.

Chart 4.—Relailers’ Stocks nnd Sales
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The first rush of consumer buying after Kovres, menifested
in n biltion dollar inaresse in sales in a single month, drow
stocks down rather eharply in July. Retailers lost littla time
in st{ﬁ)ping up their orders considerably. Although retail
eales during August wers maintained ot the h.l%]l] rate,
sbocks increased by g billion dollars. The substontianl in-
ventory vize ob retnil, nccurring in such & brief space of time
vwag b thoe expense of finished consumer gonds stocks hal
by marufaeturers and by wholesnlers.

Peak stock-sales ratio last foll

With the declina in retoil sales in September nnd the con-
tinued recei g‘t; of poods ordered in the middle of the summaer,
retnilers by Soptember had restored the stock-sales ratio pre-
vailing in the first holf of 1850 and bad alrendy begun to
reduce the volume of their orders.® This was manifested
in o levelling of reisail inventories between the end of October
and the alose of tha year: but the fzilwa of sales to improve
prior to the Christimes sgason, made nventories appear higl.
I'ha stocl-sales ratio in Novomber was higher thoen zny that

1 3o "Imvantocy Tumowver 10 Bednll Tande,'" Annver, Tuns 1L
™ “Thia in oviderscd by the toepd of grilard plaosl by bongg doporinsnd ssest epartlag £a
Podevnl Keasrva banks.
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hed prevailed in the postwar pariod and was not muoch differ-
ent from that pm*rai.ﬁgsg in zacond half of 1941, & period
of subatantial necormulation at retail. - Stock-salea ratios in
retuil stores are ghown in Teble 4. :

Hotwithsianding tha hieh stocks at the end of 1350 reiail
orders in January wers stepped up markedly as consumer
pirchases ngnin moved shmﬁily upward, and mventories
rose hy $600 million. With the edging off in sales in Feb-
runty, the stock-sales ratio wis approximately 1Y, o litile
lowar than it waa in the faurth quarter, but shout the same
ea it was in late 1948 and en.r]i' 1948, n poriod when stocka
wers higher than retailave would bave proferced.

Retail inventories high

While it might be difffieult to conclude that nggregnte
retoil inventories are excessively out of line, retail stocls are
historically high relative to sales.. It must be remembered
that sales volume has inerensed over pre-Korean lavelz, s
that voder normal inventory behavior the stock-sales ratie
would he dmp}} sonmewhat instead of increasing,

tarms 0 e longar-term sapply-demand situation
ratail atocka pobably are vt high in the ata. More-
oveyr, thore ig considerable variation from [ne to line and
these are taken up in the following sections,

Durable goods inventories

Automebile stocks, which bulk large in the total inventories
of dwable goods stores, have been relatively low—mueh
more so then dursble goods inventories as a wholo, All
durable lines of trade experienced declings in their stock-sales
robios n the third guerter under the influence of hesvy
consumer buying. o stock-ssles ratio n the sutomotive

up in the third quarter was lower thon at any time since

esrly postwar period. Some improvement in ihe raiio
bas occmrred since then but it is etill Jeas than the ratio in
1948, when inventories woere comparatively low.

In contraet to the automotive group, stocks in the lnmber,
building materials and havdware group in the middle of the
first quarter were noarly as high, relative to sales, ns thay
were in 1949. Much of the rige in slocks here has reflocted
the uttempt to anticipote shortages; many of the items sold
iny thiz group were among the firsk to bo affected by priorities
and inventory limitations.
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Home furnishing stores

The most pronounced snlea incregses last summer cocurred
at home fumiahinif stores, where sules jumpoed slmost 30
percent between the second and third guarters. Ia con-
irast to the sutomotive gronp, denlers were not long in build -
ing up inventories, and by the end of Septawber the book

ue of stocks ren 10 percent higher than in June. The
supply situation in nuatomobiles, of coursn, was relo-
tively tighter; in addition, home furnishings {ianlgra drew
heavidy on stocks of whelesalera, whe are important in the
distribution of most applinnees,

As sales receded from their midsummer pesk nnd goods
moved into retailera’ hands, home furnishings inventories in
October rose by a quarter billion dollars. the meantime
new orders were being cut substantially nod stocks leveled off
in November and dropped somewhat in December. Tha
stock-sales ratio in November was well above the previous
penk inthe cloging months of 1948, when sales were dropping
sharply aad inventorice becoming burdensome,

Tablg f=Jonuary Stock-Sebes Katios in Homelurnishiogs Departs
monbs of Department Siores, IMB-51, and Pereont Euhnnga in
Stockes, Jom. 1950-Jan. 1951 .
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A subetantial correction of the fourth quarter position of
home furnishings atocks occurrad with the jump in sales in
the firat 2 montha of 1951. In February the stock-selcs
ratio Jor homa furnishinga stores wos about the enrme ne it hod
been in the second quarter of 1950, evidence of the quick
shift in thesa ratios under pravailing conditions.

Changes in specific home furnishings lines

Table 5 presents Federal Reserve date on end-of-Jenuary
stocks relative to Janunry seles for specific departmenis in
department stores, Alsc shown are percentage ineroases in
stocks over lost Jonusry. Stocks in this instance arc in
terms of their vetail value rather than cost, the basis usad
in the preceding disoussion.

Clearly in terms of rafios to sales, home furnishings stocks
were not excesgiva ab the end of January. The radio end
talevision department is the only one showing & noticoably
higher stock-gales ratie over the previous Jonusry and even
bhis is lower than the rotios in carlier periods.  Nevertheless,
1t must be kept in mind that the inereass in invontory has
been excoptionally large, as the right-hand eolumn of the table
shows. To cite an extreme example, ihe value of stocls of
radio, television and phonograph sets, included in the de-
partment shown above, hed Ineransed i}j 230 pereent over o
Femr nge.  The implication of such exceptionnlly lmge in-
crenses i8 that éven smoll declines in aales would tend to malke
mventories rather burdensome. The appearonce af price
reductions on some telavision sets in Marchsuggesisthatsnles
had edged off somewhat from the high rate in January and
atlempis were being muds to work off heavy inventories,
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Nondurable geods inventories

Stock-sales ratics in nondurable goeds stores ny o whole
looked rather high in Pebrusry 1951 in view of the fnet that
the ratio had been remnrinbly uniform in the 2 to 3 years prior
to Eorea. 'This condition was more pronounced in the onse
of appsrel and geneval merdiondise stores than in food
stoves, Thus it is of intareat that the apparel siock-snles
ratio in Pebrumry wos higher than it was in the frst hali of
1950 and even excesded the rntic in tha third quoriar of
1949, which rnayresmtad the exrlier peak postwar stock-zsles
1atio in this field. ) .

in gencral merchandise stores have baen influ-
enced to a lavge extent by developments in appurel and home
furnishings; 1 deparkment stores thesa tweo categorios
sceount for roughly thren-qumrters of tola! sales, appavel
boing about twice as imporiant ns homes fm:r{lshuhgs, In
view of the previous discussion it is not snyprising that the
February 1951 stock-sales yntin—whieh may have some
dovnward hins beenuse of LIFO—was ab o posiwar penic.
The cesing of sales in Mavch suggests & Turther rise I the
stock-sales ratio.

Worid War II experience

There are ceriain points of similarity in the recent bulld-up
of roetedl stooks and the aceumulation in the latter half of
1941. Sinee the csommer of 1940 consuomer ineoma and
spending had becn rising markedly under the influencc of

increaging defense outlnys. Stocks had beon advancing
mudemtj but stock-znles yatios wore undergoeing i atead
- decline. fn the summer of 1941 reteil sales of nondurnble

goods and durable goods except tutos ssurtar.l upward as
widespread defense controls ware imposed over production
ansd tﬂu prospects of reduced civilian supplies loomed ahead.
Most rotailers st.cplrml up their orders considembly in expes-
tation of continved heavy demund, higher prices snd lower
augl:ﬂiaﬂ.

o third quartar buying wave subsided in the final quarter
of 1841 dospite higher meomes, but the decling was confined
exclusively to dursble goods.  Aside fram automobiles, where
sales wore limited h‘{ Em{lucﬁun rastrictions, sales in other
durable linez moved bock to their second quarter levels.
Ths issunnce of Rc&u]ntian W on consumer eredit undoubt-
odly nccentuated the extent of the sales decline, In the
meantima, retail stocks conéinued to mount in bath durable
pnd nondurable Relds and stock-sales roties were back to
their comporatively high 1938 levals, and by mid-1942 were
well in excess of those, ) .

Beduced supplics, growing oub of the cessation of civilian
produstion of & number of metal-using iteme, and some redus-
tion in other goods, reversed the upward movemnent of atocks
ot rotadl after mid-1942. This process was abetbod by the

erel price freezs in the spring of 1842 and later in the year

¥ Goverament inventory contiols which Hmited stock-sales
rakios in larger stoves to their 1039-41 avarage lovelz. How-
ever, it woz not until the Avst hali of 1943 that the stock-sales
ratio for all stores combined retwined to its early 1941 level.

Wholesale inventories

Wholesale inventories have bahaved differantly frem thoss
of tstnilers aven though the percentage changs botween June
and February—I18 percent—is not much different from the
rotail incrense. Tn durable ﬁc_rda, recripts of poods from
mannfactarers wera so low yolotivo to retail snd other busi-
ness takinga lasé summer thot it was oot until the end of
October that the dellar value of wholesale inventorics was
back to its Juna lavel; this represented o lower physiesl
volume of goods in view of the price rise. Where durnble
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inventories at retadl hove incrensad only 7 percont sincs che
end of Oclober, over the same peried etocks of durable goods
wholesalore have advanced by ever half a billion dollars, or
17 pereent.  This reflects the easing in demond pressures
from rotailers &nd the incrensed fow of goods from menu-
lecbwrers.

There wora o number of difforences in the ehanges by lina
of irnde.  Stocka of metal and machinery wholesalers, whe
servico smaller manufacturers, wers no highoer in dollar terms
in February 1951 than last junu, whila in &lestrieal goods
e rise was not much different from the price increase,
Pronounced rises tool: place among furnibure, hovselurnish-
ings and lomber wholesalers: mueh of this has taken place
between the ond of November and Fobruary. )

For durnble goods ne & whole the stock-sales ratio by

SURVEY OF CURRENT BUSINESS

April 1051

this wanr was about the same ag it had been in the fivst part
of 1045, &rim' to the nccumulation of stocks and drop in
snles which sarried through much of 1049, )

Tha behavior of wholesnlers’ nondurable inventories since

Eorcs hos parolleled that of nonducgble retailers.  Inven-
toriea decrensed in July but by August were already above
tha Junz level and have continued to mount sinee. Tha
stock-salea ratio for all nondurable wholesalers in Felaunry
this yoar was not much below the high ratios in late 1848
and 1949,

A substantial portion of the nondurable incrense bas taken
Ince with a l and dry goods wholesalers, where sbocks
470 TiReND GUita |'_=|l'|11;1'1:»'51;'F even nllowing for the marked price

riso in t.hisqﬁe‘.id. In this conncetion 1t will be recalled that
toxtile and npparel stocks are rathor high at all lovols,

Buaciness Investment and Sales Expectations in 1951
{Continued from pagas 14}

be provided in places whero workers are drawn, Howover,
not all of the penk investmont currently being mede or
planned for this ' is related to the military offort. In
vigw of the further inflationsry pressures implicit in the
planned oxpnnsion of defense and related expenditures, and
the materiala scovcities which will arige, additionnl curba
upon investtnent nob essentinl for the mohilization eiforé
may have to be imposed well befors the firsh holf of nexé
yonr when the prasent defense program is schedueled ta reach
ite maximuin rabo. . .

It should be reiternted that, theugh important, fixed
investment by business ia only one of tho arens of private

demand which will result in an inceensing excess of demand
over available suppliecs. The upeurge in inventories and in
consumer buying—notably of dureble goods—hoes Desn
reviowed in other soctions of this msue. It is cloar ithat
further action—whether this talces the form of diroct controls
oz monetary and fiseal measures, o both—will be reguired
to insure the channeling of safficient resovrces for defensa
purposes and to avoid inflationmy cxeesses. In such a
peried Government poliey must be directed toward curtniling
that parct of investmont na well as consumption nob essential
to the mobilization vifort.
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